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Foreword 


The current precipitate rise in building activity—a rise which dur- 
ing the past year has brought the nation’s building program back to the 
levels of 1930—has caused hundreds of thousands of men and women 
throughout the country to ask two urgent questions: “What will happen 
to real estate and to real estate values in the years just ahead of us?” 
“What will this mean to me?” It has also brought individuals face to 
face with scores of perplexing problems—What will a further rise in 
real estate values do to rents? What will a possible inflation mean? 
Shall I buy a house now? Shall I build one? Shall I sell the property I 
own r—and innumerable others. 

The publishers have long felt the need for a book which would 
supply the answers to these queries. But such a book, by its very nature, 
had to be an authoritative one—specific, and free from all trace of bias. 
As a result, the publishers for many months conducted a survey to de- 
termine the one man who, in the opinion of bankers, statisticians, and real 
estate experts, was best equipped to write such a book. 

Our inquiries among banks, insurance companies and real estate 
boards led in virtually every case to one man—the only expert who had 
made a detailed, intensive analysis and scientific study of real estate 
trends throughout this country for the past 100 years. That man was 
Roy Wenzlick, President of Real Estate Analysts, Inc., and research 
consultant to the National Association of Real Estate Boards. It was 
Mr. Wenzlick who in 1931 predicted, in opposition to other experts, that 
real estate construction could not be artificially stimulated until the basic 
factors of construction costs, supply and demand were in closer align- 
ment. The history of the past few years fully proved his contention. 

In selecting Mr. Wenzlick as the author of this book, we recog- 
nize the important part he has played in analyzing real estate trends in 
the United States. He was the economic advisor to the Capital Goods 
Division of the NRA, and played an important part in the President’s 
conference on home building and home ownership in 1931. He is the 
originator and editor of the only national statistical forecast service on 
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real estate, subscribed to by virtually all large banks, mortgage institu- 
tions, and insurance companies. 


In The Coming Boom in Real Estate the author states positively 
that a boom within the next few years is inevitable. He defines a boom 
as “the period in which the general public will be willing to pay more 
for property than its real economic value” and states that the underlying 
forces, which will over the next few years bring about a recovery in real 
estate values, are already at work. Mr. Wenzlick makes this prediction 
even while he points out that a more even development of real estate 
values and activity would result in a sounder basis for real prosperity 
over a period of years. 

The author then goes on to analyze the reasons why a cyclical re- 
covery in rents, real estate values and building construction, is certain to 
develop, when it will develop, through what stages it will pass, when it 
-will reach its peak, and when it will end. He concludes his book with 
practical guidance on the soundest way in which various types of indi- 
viduals and organizations in all parts of the country can most effectively 
adjust themselves to the new trend. 

In short, Mr. Wenzlick pulls no punches. He is fully as specific as 
were the authors of two of our preceding publications—Major L. L. B. 
Angus in his Coming American Boom, and Willard Kiplinger and 
Frederick Shelton in /nflation Ahead. 

The opinion of Mr. Wenzlick we feel to be the expressions of the 
outstanding authority on real estate in this country. We are, however, 
book publishers solely. Neither the author nor the publishers are in any 
way connected with the selling or buying or promotion of real estate or 
securities. Nor are we interested in either furthering or retarding a pos- 
sible rise in real estate, or in the promotion of any economic or political 
doctrines. We publish this book because it is timely and because Mr. 
Wenzlick’s analysis of the prospects for real estate is authoritative, dis- 
interested, able, and therefore important to the public. 

THE PUBLISHERS. 
May 13, 1936. 
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Why There Will Be a Boom 
A PREDICTION 


A real estate boom in the United States ts inevitable. 

I believe that greater profits will be made during the next few years 
in this field than can be realized again for several generations. 

These statements are not made because of any personal desire to see 
a boom come. Indeed, a more even development of real estate values 
and activity would result in a sounder basis for real prosperity over a 
period of years. Nor do I forecast a boom because of any inherent 
optimism. Nor because of any deep-seated conviction that real estate is 
always the best of all investments. 

To the contrary, our forecasts on real estate prior to 1933 formed 
somber reading. 

The outlook then pointed to higher vacancies. To lower rents. 
Lower values. High foreclosures and no new building. 

So bleak were our forecasts that an executive of one large corpora- 
tion told me that he kept our reports under lock and key. He feared that 
some one else in his organization might read them, become infected with 
the pessimism in every line. When on a single page we called attention 
to the fact that the United States might be forced from the gold standard, 
would have to revalue her currency and invalidate the gold clause, he 
cancelled his subscription to the service. His reason? That there was no 
excuse for anyone taking such a defeatist slant. 

In 1933 the real estate picture started to change. 

In that year we called attention to the probable sequence of events 
which would eventually lead to a boom in real estate. Refusing to pre- 
dict an immediate “corner” with rapid recovery, we said that rents would 
continue to drop for a short time longer, that foreclosures had not yet 
reached their peak. 

But the important thing to us then was that the factors which are 
the ultimate causes of real estate booms and depressions had gradually 
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shifted, one by one, until they were all pulling up instead of down. And 
that when this happens recovery is merely a matter of time. 

These factors are listed on the pages which follow. Their signif- 
icance in increasing real estate values during the next few years is 
explained. I have shown how they will probably affect different types of 
property and have made definite suggestions as to the best methods for 
taking advantage of these fundamental trends. 

One more point. This book is intended not only for the large real 
estate operator, for insurance companies, banks and holding companies 
but for the individual as well—the man and woman who is concerned 
with the problem of the lease on his apartment or office, of the home 
he has bought, of the house he is planning to build, of the mortgage on 
his home, of the property he plans to buy or to sell. For that reason every 
effort has been made to make these statements concise and non-technical 
in wording. Substantiating data from our files, of interest only to the 
economist or statistician, have been omitted for fear they would compli- 
cate the picture for those readers who are concerned only with a real 
estate boom as an immediate practical problem. 


The purposes of this book, therefore, are: 


1. To show that a real estate boom lies just ahead of us. 

2. To show how this ts of vital importance to persons who 
lease, rent or own property, who hold mortgages or are 
planning to buy or build. 


3. To answer, clearly and concisely, the question: “What 


Shall I Do About It?” 
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PART ONE 





Why a Boom in Real Estate Is 
Inevitable 


There are at least ten reasons why the immediate future will see a 
boom in real estate: 


1. Better business conditions will provide bigger incomes and more 
employment. These will result in an accelerated marriage rate and less 
doubling up of families. Many families who moved away from urban 
districts during the depression will return to cities. 


2. During the past six years there has been insufficient building to 
offset the number of buildings torn down. During this period many 
buildings have become so old and dilapidated that they are no longer 
serviceable. 


3. There has been no building during recent years to provide for 
the natural growth in population of the United States—which is still 
continuing, though at a gradually slower rate. 


4. Nearly all desirable residential vacancies in urban districts have 
already been absorbed by recovery thus far. Any further expansion will 
cause an acute housing shortage to develop. 


5. New buildings cannot be completed rapidly enough, or in suf- 
ficient quantity, to counteract the shortage that will develop during the 
next five years. 


6. This shortage will cause a sharp advance in rents, will make col- 
lections improve, and will, of course, eliminate losses caused by the 
heavy vacancies of recent years. 
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7. Real estate will pay a high return on the investment, will advance 
rapidly in price and will come back into popular favor. 


8. Foreclosures will drop rapidly as interest and principal payments 
can be met out of current income. 


9. Mortgage money, without the need of government agencies, will 
be plentiful. It always is for an investment paying a high return with a 
high degree of safety. 


10. As real estate advances in price it will eventually reach a point 
where it will be as cheap to build a house as to buy one already built. 
This will mark the inauguration of the real building boom. New build- 
ings will thereafter be built at a tremendous rate. But even these will not 
yet take the edge off the shortage. The increased prosperity generated by 
the boom will cause the demand for more new space to develop as fast as 
new space can be built. 


And so new building will go on to new peaks for several years, 
until it will begin to appear that the top will never be reached. This will 
be the period in which most people will be buying real estate. Actually 
it will be the period in which they should be selling it. 
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When Will the Boom Develop? 


The boom in real estate 1s already developing. 

Phrasing this another way, it is certain that the forces which will 
bring about higher prices for real estate, with increasingly frequent sales, 
have been in operation for some time. 

These forces have already raised residential rents ten and fifteen per 
cent in many communities. 

Throughout the country foreclosures have dropped and voluntary 
transfers of property have increased. | 

So much for the background of the boom. But how about the boom 
itselfP At what specific point will it begin? 

In answering these questions let us define the word boom. 

Callit the period in which the general public will be willing to pay 
more for property than its real economic value. 

Accepting this definition, we can say positively that this period will 
not arrive for several years and will not reach its height until the early 
forties. 

This is so because the economic value of most pieces of real estate, 
considered from the standpoint of the net income they can produce dur- 
ing their remaining life, is still considerably higher than the market price 
at which they can be bought today. 

The boom will inevitably be characterized by unlimited optimism 
on the part of the public. And that general public today remains pessi- 
mistic about real estate as an investment. During the next few years that 
attitude will change, until in the early forties the man who today shakes 
his head gloomily when real estate is mentioned will be oversanguine 
and far, far too optimistic regarding the future. 

This will be the period of the real boom—an irrational one. 

But people at that time will not recognize the boom as irrational. 
They will be certain that the high rents and values of that period will 
continue. 

This is only natural, for it is human nature to believe that existing 
conditions will continue indefinitely—and it doesn’t much matter 
whether those conditions be good or bad. 
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Through What Stages Will the 
Boom Pass? 


Every real estate boom in the history of this nation had passed 
through the same stages in the same sequence. 
The coming boom will be no exception. Here is what will happen. 


1. Housing Shortage 

During this first stage the demand for housing will exceed the sup- 
ply. Rents will rise rapidly as vacancies decrease. The increased earn- 
ings of real estate will heighten the mass opinion of value. Optimistic 
buyers will buy from pessimistic sellers. Property will first be pur- 
chased for investment or for use. As prices continue to rise, however, 
it will be purchased for resale at a profit. It will be resold, sometimes 
many times over, each time at a higher price. In this stage of the boom 
those who profit most will be the owners of dwelling units of all types 
—and real estate brokers. At this point building will not have in- 
creased enough to furnish great profits to dealers in materials or to 
contractors. 


2. The Building Boom 


During the housing shortage rents and values of buildings already 
constructed will have increased more rapidly than building costs. 
They will eventually reach a point where it is apparently as cheap to 
build a new structure as it is to buy an old one. This supplies a strong 
incentive to build and will usher in the boom. This will be a period in 
which a golden harvest is reaped by architects, home builders, mate- 
rial dealers, subdividers and furniture dealers. 


3. The Commercial Property Boom 

When the residential building boom gets well under way, the pros- 
perity generated by the building activity at the site of new structures, 
by increased employment in the building material trades, by increased 
railroad car loadings, etc., will inevitably bring on an expansion in 
demand for commercial space. Vacant office space having been ab- 
sorbed, new office and store buildings again will look profitable. In 
this phase of the boom large contractors will do well and owners of 
office buildings will again realize handsome returns on their invest- 
ments. When this stage arrives the boom will have reached its crest. 
When will it arrive? Probably not until 1943 or 1944. 


4. The Period of Recession 


Soon after the peak in commercial building is reached, the feverish 
activity of the boom will subside. This period is probably ten years 
distant. Vacancies will again increase and rents will drop. All indices 
will again turn sharply downwards. 
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How Long Will This Boom Last? 


The general timing of the various stages through which the boom 
will pass, as outlined above, is based on the assumption that we will see 
the development of a typical real estate movement during the years just 
ahead of us. 

If, however, an extreme inflation takes place these various steps may 
occur in more abrupt fashion, so that the crest will be reached several 
years sooner. Bear in mind, however, the fact that even the wildest infla- 
tion never develops suddenly. Only during the final phases do prices rise 
more rapidly than the price of money. Clearly, the inflation of the next 
few years will be of the credit variety. And it may never progress past 
this stage, in which case the more gradual developments we have outlined 
will almost certainly take place at the usual tempo. 

One more factor to keep in mind in attempting to fix dates for the 
duration of the boom—the possibility of a European or W orld War. 

This would certainly disrupt business temporarily. There would 
then follow a period of great activity in the United States. Even though 
strict embargoes were placed on all exports to warring nations our ex- 
ports would nevertheless skyrocket. 

Reason? Exports from warring countries to neutral ones would 
drop almost to the vanishing point. This business would largely go to 
neutral nations. 

This reasoning is based on the assumption that the United States 
will remain neutral. Should we be drawn into any conflict, all forecasts 
for the future would be completely impossible. 
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The Characteristics of the Real 
Estate Cycle 


Conditions as they exist today are playing their part in producing 
a boom in real estate. Yet the public fails completely to realize the im- 
portance of these factors and their immediate significance. 

This is due neither to ignorance nor to an inability to read hand- 
writing on the wall. Rather it is caused by one of the basic characteristics 
of the real estate cycle itself. 

THIS CYCLE IS SO LONG THAT FEW PEOPLE ARE 
ABLE TO APPLY INFORMATION LEARNED IN ONE 
CYCLE TO THE CORRESPONDING CONDITIONS IN THE 
NEXT ONE. 


In real estate, as in all other lines of business, booms are followed by 
depressions and depressions by booms. Activity never follows a stabi- 
lized course. 

But real estate booms and depressions are far longer in duration 
than the rises and falls in general business. Usually about three times as 
long as the average general business cycle. 

During the past hundred years, each real estate cycle has taken 
from fifteen to twenty years to run its course—from the beginning of 
one boom, through its phases and the depression which follows, to the 
beginning of the next one. 

Few people experience three complete real estate cycles during their 
business life. The greater portion of men in business today have not 
experienced two complete cycles, and many not even one. The necessity 
for entirely different tactics in different periods of the real estate cycle 
makes it extremely hazardous for a real estate investor to rely on his 
own personal experience in meeting the problems of booms and 
depressions. 

The depression period which we have just come through is most 
similar to the real estate depression of the late seventies in cause and 
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effects. It also has much in common with the late nineties and the 
period during the World War. No man under eighty years of age could 
profit much today by his personal experiences of successful or unsuc- 
cessful tactics during the depression of the seventies. Few men under 
fifty today have been in business long enough to have experienced more 
than one general real estate boom. Unless a man has been in business 
for seventeen years he did not experience the beginning of the last real 
estate boom. 

The length of the real estate cycle, therefore, makes it necessary to 
supplement the relatively short experience of the individual with an 
historical knowledge of the causes and effects in previous cycles, with 
the danger signs, with the sequence of events in the depressions and 
recoveries, and with such other material as will aid in making his real 
estate investments with the least risk and the maximum profit. 

In order to acquire such knowledge we have compiled figures month 
by month on all factors affecting real estate from the Civil War to the 
present. These studies started in St. Louis. They have now been ex- 
tended to cover all of the principal cities in the United States. The advices 
in this book, therefore, are not arm chair philosophies drawn from: the 
cogitations of a superintelligence turned in upon itself. They are the 
common sense interpretations of hundreds of charts and studies show- 
ing real estate fluctuations and their causes in these periods in the past. 
We believe that any one with average intelligence would have reached 
the same conclusions from the same studies. 
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Thirteen Forces Which Are 
Producing a Boom 


Now let us examine at closer range the factors which we have 
already claimed are paving the way for a great upswing in real estate. 


1. Business is getting better after a great depression. 


We have just emerged from a period of economic distress un- 
equaled in American history. Industrial activity fell almost twice as 
far below normal as it had in any previous depression. The amount of 
doubling up of families, to save rent at the bottom of the depression, 
exceeded all previous records. In practically all large cities the number 
of double-up, families nearly equaled the number of vacant inhabit- 
able dwelling units. This doubling up is still rather acute, as recent 
surveys have shown, but it has decreased considerably with the rather 
limited industrial activity we have already experienced. Further recov- 
ery will bring further decreases in both doubling up and in residential 
vacancy. Complete recovery would cause an expansion to separate quar- 
ters of doubled-up families alone almost sufficient to absorb the total 
number of vacancies still remaining. 


2. Delayed marriages are taking place. 


Reference has been made to the acceleration of the marriage rate. 
The great importance of the marriage rate to real estate depends prin- 
cipally on the fact that in periods of depression and unemployment the 
marriage rate falls; and in periods of prosperity it rises, thus diminish- 
ing the demand for houses during the depression and increasing it 
rapidly as recovery takes place. 

If these rises and falls in the marriage rate were slight, the effect on 
real estate would be negligible; but in a long and severe depression like 
the present one, the cumulative effect of a marriage rate more than 50 
per cent below normal is tremendous. 

It must be borne in mind that marriages are constantly being dis- 
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solved by death and divorce. Deaths of married persons occur in about 
the same percentage during depressions as they do during booms, and 
there are only slight increases in divorces during boom periods. In pros- 
perous times the marriage rate will exceed the dissolution rate, but in 
drastic depressions dissolutions will exceed new marriages by such an 
amount that the number of families occupying homes shrinks rapidly, 
intensifying the already acute vacancy. 

In Saint Louis where we have charted the marriage rate ™ months 
over a period of more than fifty years, we found that at the height of the 
last boom new marriages exceeded dissolutions of marriage by approxi- 
mately 350 per month; at the bottom of the depression dissolutions ex- 
ceeded marriages by 200 per month, or a net change of about 550 each 
month. Only at the top of the last building boom did we average month 
after month more than 550 new family accommodations per month. 

The change in the marriage rate alone practically offset the de- 
mand of the last boom for building. 

When the marriage rate is below normal during periods of depres- 
sion, a “reserve” of unmarried persons is built up in the population. 
After the depressions of the past, the marriage rate has exceeded nor- 
mal by a large enough percentage and for a long enough time to bring 
the ratio of married persons to persons of marriageable age to approxi- 
mately the accustomed level, using up the “reserve” built up during the 
depression. This occurred after the big depressions of the seventies, the 
nineties, and the World War; and we see no reason why it will not 
occur again. 

The reserve at the present time 1s about three times as great as it 
has ever been before. The release of only a portion of this reserve in the 


next five years would create the greatest housing shortage we have ever 
experienced. 


3. Back-to-the-city movements are replacing back-to-the- 
farm movements. 


A primary cause of the contraction of demand for urban space 
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during any great depression is the back-to-the-farm movements which 
always appear at the time as a permanent reversal of the trend from 
the farm to the city. A “back-to-the-farm” movement was started sev- 
eral years ago, and plans were made by both the Department of Agri- 


culture and the Department of the Interior to ruralize “excess” urban 
population. 


I believe that efforts of this sort are the result of the opinions held 
by many that labor-saving devices cause permanent unemployment and 
that we are fast approaching the point in the United States, when, be- 
cause of greater efficiency we will have a permanent unemployment 
problem. This was the thesis of ““Technocracy”’ in its short-lived popu- 
larity. It is the basis for the demand for a thirty-hour week, for the 


Townsend Plan, and for various efforts attempted in the codes of the 
NRA to limit production. 


Until the Industrial Revolution it took the full time of the greater 
part of the population to raise enough food and produce enough cloth- 
ing and shelter to maintain the population above the minimum level 
where existence was possible. Any type of luxury was available to only 
a very few. The culture of Egypt, Greece, and Rome was made possible 
only by the abject slavery of the greater part of the population. Aris- 
totle was so certain that this was inevitable that he wrote the uninten- 
tionally prophetic sentence, ‘Human slavery will continue until the 
loom weaves of itself.”” During the entire period prior to the American 
Revolution, which was practically coincident with the Industrial Revolu- 
tion, famines were common, as man could not produce enough of any- 
thing to insure a surplus in case of drought or disaster. Even during 
the early part of the nineteenth century, famines have been known to 
destroy more than a third of the population. 


How completely this has been changed is shown by the chart on the 
next page. 


This chart shows the percentage of all gainfully employed persons 
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in the United States engaged in agriculture. It will be noticed that, 
whereas in 1820 it took 72 per cent of those employed to produce 
enough food, in 1930 it took less than 23 per cent, releasing the re- 
mainder for production of products once counted as luxuries. 

This release of a large part of the population from the necessity of 
raising food has not resulted in unemployment but in a diversity of em- 
ployment undreamed of by our forefathers. In spite of all the labor-sav- 
ing devices we have adopted there was a greater percentage of our pop- 
ulation gainfully employed in 1930 than in 1870. The following table 
is taken from volume IV on Population of the 1930 Federal Census. 


Census year Persons 10 years old and over gainfully employed 
% of total Yo of pop. 10 Years 
Number population of age and over 

1930 48,829,920 39.8 49.5 
1920 41,614,248 39.4 50.3 
1910 38,167,336 415 53.3 
1900 29,073,233 38.3 50.2 
1890 23,318,183 37.2 49.2 
1880 17,392,099 34.7 47.3 
1870. 12,505,923 32.4 44.3 


This steady absorption of workers released by labor-saving devices 
is due largely to the rise of new industries. Automobile factories were 
employing eight times as many workers in 1930 as they were in 1920. 
Clerical, professional and sales positions have increased tremendously in 
the numbers employed. 

This shift from agriculture to industry of course resulted in a drift 
from the country to the city. 
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How great this drift has been is shown on the chart above. 

In 1790 only about three and a half per cent of the population of 
the United States was living in cities of eight thousand or more popu- 
lation. By 1930 more than 49 per cent of the population was living in 
cities of this size or over. 

Can this trend be reversed? We believe not. In 1933 I wrote a re- 
port for the Division of Economic Research and Planning of the 
National Recovery Administration in which I disagreed with the claim 
of economists that the trend from the farm to the cities had reached its 
peak and that we might see a reversal of this trend in the period ahead. 
My feelings in this matter have not changed. 

The following factors lead me to believe that the percentage of 
urban population will increase still further: 

A. The farmer produces foodstuffs and raw materials for industry. 
The demand for foodstuffs is limited by the population and by the num- 
ber of domesticated animals. Regardless of how far we advance in our 
standards of living, we will not increase our per capita consumptive 
ability for food. In fact, the opposite is true. With a large proportion of 
muscular work done by machine, the per capita consumption of food 
will decrease. Through the substitution of the engine for the horse, both 
on the farm and in the city, the demand for grains has shown a sharp 
drop. 

B. As our rate of growth has shown a constant rate of diminu- 
tion, which if continued will bring us eventually to a stable population, 
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we cannot expect much of an increase in the demands for food prod- 
ucts for domestic use. All other established nations find themselves in 
approximately similar positions. Countries such as Russia are disturb- 
ing elements as their export possibilities are tremendous. It does not seem, 
therefore, that we can reasonably expect a great increase in our average 
export business in foodstuffs. 

C. Products other than foodstuffs produced on the farm in the past 
have consisted largely of raw materials for the textile industries. Modern 
chemistry and inventive genius are fast enlarging the number of raw 
materials for industry derived from the farm. Most products devised so 
far, however, utilize waste, thus increasing the profit to the farmer with- 
out increasing to any great extent the man hours necessary on the farm. 
The utilization of these waste products from the farm has increased tre- 
mendously the man hours necessary in the city. Take, as an example, in- 
sulating materials made from corn stalks. The gathering of the raw mate- 
rial on the farm increases the man hours slightly. The fabrication, cleri- 
cal overhead, advertising, sale, and installation of the finished product 
enormously boosts the man hours in the city. We believe this will gener- 
ally hold true and that any expansion on the farm in the production of 
raw materials for industry will increase the man hours of industrial, 
clerical, and sales workers more than it will farm workers. 

D. While there is not great opportunity for expansion in man 
hours on the farm, the opportunities in industry are unlimited. Although 
we can very easily raise more food than we can eat, we can never manu- 
facture more than we can use provided we solve our problems of 
distribution.* 

All four of these factors point towards greater urbanization over a 
period of years, not necessarily in large metropolitan cities, but at least 
in cities where the need for houses, factories, and offices will give con- 
tinued employment to the building industry. 


* The recent study of the Brookings Institution of Washington, D. C., found that a 75 
per cent increase in production would be necessary in order to supply the entire population 


with the goods which the Department of Agriculture considers essential to a “reasonable” 
standard of living. 
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On July 14th, 1934, the Department of Agriculture released to the 
press an address of Dr. Mordecai Ezekiel, economic advisor to the De- 
partment, in which he said: 

“Regardless of how far we depend on withdrawal of land, or how 
far on regulation and control of the use of land actually in farms, 
we will continue to face the need of shifting farmers from agriculture 
to other types of work. Temporarily, while city unemployment is large 
and relief loads are heavy, the tide is running countryward. Some por- 
tion of the subsistence homesteads and rural rehabilitation projects may 
take permanent roots in a new and decentralized industrial life. By and 
large, though, most of the surplus population which recently has moved 
to farms—numbering over two million at the present time—will be per- 
fectly satisfied to move back into industry as soon as satisfactory jobs 
develop for them there. 

“Tn the very long run, we may come to realize that real farm prosper- 
ity depends upon reducing the number of workers in agriculture as rap- 
idly as productivity per worker rises. When that fact is fully appreciated, 
we may see the Government agencies charged on the one hand with in- 
creasing the productivity of farm workers, and on the other hand, with 
training farm boys for non-farm pursuits, and otherwise encouraging 
and aiding the surplus workers in shifting from farming to other lines of 
work. Even now we could produce all the farm products we need with 
60 per cent of our present farmers. As soon as industrial activity is re- 
stored and the urban unemployed are again employed at useful work, 
we should turn to the task of helping these four million workers, un- 
needed in agriculture, find more productive occupations elsewhere.” 

With this statement of Dr. Ezekiel I am in thorough agreement. 
We are certain that the back-to-the-farm movements not only hold no 
threat to urban real estate, but that back-to-the-city movements have 
already started and will continue as industrial activity increases. Back- 
to-the-farm movements contracted demand for space in cities during the 
depression and caused vacancies to increase; back-to-the-city movements 
will expand the demand for urban space and cause vacancies to 
diminish. 
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4. The number of buildings in most cities decreased dur- 

ing the depressions. 

Few people realize that there are fewer inhabitable dwelling units 
in at least 90 per cent of our cities than there were at the time of the 
stock market crash in 1929. In those cities where records have been kept 
of demolitions and fire losses, more buildings have been razed than have 
been built. The acceleration of public improvements to make work for 
the unemployed, the demolition by private owners of obsolete and va- 
cant buildings to save taxes and the stricter enforcement of sanitary pro- 
visions in some cities are largely responsible. In addition to shrinkage 
from demolition, many of our buildings are becoming obsolete. In a city 
like Saint Louis, at the bottom of the depression, ten times more old 
buildings were passing the fifty-year age mark each month than new ones 
were being built. 


5. The population of the United States has increased 

during the depression. 

Because of the amount of economic distress it has not been apparent 
to us that we need more housing accommodations than we had in 1929. 
In spite of the depression the United States has continued to grow in 
population. Births have exceeded deaths and more people have entered 
our country from abroad than have departed. 


6. A housing shortage is imminent. 


There can be little doubt but thatany marked improvement in gen- 
eral business will result in a further increase in demand, carrying the 
demand beyond the supply of acceptable quarters. We generally refer to 
such a situation as a housing shortage. We believe that such a shortage 
is developing and will become acute within the period immediately ahead. 

Can you remember what an acute housing shortage is like? Read 
through the classified advertisements in the old newspaper files, for the 
spring of 1920. Notice how often cash bonuses of as much as $25 were 
offered for information leading to the renting of a house—not by the 
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landlord but by the prospective tenant. A few of these advertisements are 
reproduced below. Many housewives cleaning house in the spring of 
1920 found it wise to leave up the curtains in the front window of their 
houses. To take them down inevitably resulted in numerous persons call- 
ing to see if by any chance the tenant was going to move. Each wanted to 


apply for the house before it was advertised for rent. 
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7. New buildings cannot be completed quickly enough to 
prevent the house shortage from becoming acute. 


One factor which will intensify the coming housing shortage still 
further is the fact that new building cannot get away toa rapid start. Un- 
successful attempts have been made to stimulate it since 1931. Most of 
these efforts have been based on the assumption that construction 
stopped because of the inability to finance it. The easing of long-term 
credit has been considered the panacea for all of the ills of the real prop- 


erty field. 
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When long-term credit was made available through the National 
Housing Act, hopes ran high that building would start in volume. Ex- 
travagant statements were issued from Washington. One high govern- 
ment official sent out a press release saying that the Act would put five 
million men to work within a few months’ time. 

I have never held the view that the cessation of building was due 
in any way to a lack of credit. Before and after the National Housing 
Act was passed we constantly emphasized in our reports that credit for 
new building disappeared when falling rents, increasing vacancies, and 
rising taxes reduced the net income from real estate to a point insuff- 
cient to pay a return on the investment. Credit was withdrawn from real 
estate when default became the rule on obligations secured by real 
property. 

Lack of credit was a result, not a cause of the difficulties in which 
real estate found itself. 

What, then, was the reason for the cessation of building? In brief, 
it was the fact that new buildings on completion were not worth what 
they cost to construct. Let us look at the measured facts. 

By 1934, dwelling rents in the average American city had declined 
by more than 40 per cent from the 1925 level (U.S. Bureau of Labor Sta- 
tistics for principal cities). Vacancy had increased from a negligible 
amount to the highest percentage on record. Because of unemployment 
and reduced earnings many tenants were in arrears in their payments. In 
order to get tenants landlords were offering concessions of from one to 
two months free rent. At the same time taxes on real estate had increased 
25 per cent. These combined factors had reduced the income from real 
estate to the point where, on many properties, the operating expenses 
alone exceeded the amounts actually collected from tenants. 

During this same period the actual cost of building declined between 
thirty and forty per cent. This drop, however, could not stimulate new 
building as the current rents were not able to pay a net return on any 
cost, however small. Because of the fact that properties were showing 
no returns on the investment, it became impossible for the owners of 
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many mortgage properties to meet their interest and principal payments, 
and foreclosures started climbing rapidly. 

This resulted in throwing many pieces of distress property on an 
uninterested market, depressing prices still further, which in turn made 
additional foreclosures inevitable. Thus the vicious circle continued, 
making it more and more impractical to build. 

The cessation of building in turn increased still further the amount 
of unemployment, not only in the building trades, but among manufac- 
turers of building materials, in the steel mills, and on the railroads (dur- 
ing the last building boom approximately one-fifth of all railroad ton- 
nage consisted of materials used in construction). The increase in 
unemployment further increased economic distress, contracting still fur- 
ther the demand for dwelling, store, and office space. 

Most countries passed the bottom of the depression in the fall of 
1932.-In the United States we reached the lowest point at the time of the 
bank collapse in the spring of 1933. The combination of the devaluation 
of the dollar, the price fixing and hour and wage provisions in the NRA 
codes, and the oft-repeated statement of the President that he would re- 
turn prices to the 1926 level made all prices, including the prices of 
building materials, rise very rapidly. 

By the end of the year the cost of building materials had advanced 
by twenty-two and a half per cent. Increases in labor costs at the site 
resulted in total construction costs, in most cities, about fifteen per cent 
below the peak price of the last boom. Now it becomes quite clear why 
the government could not stimulate new building. With rents at least 
forty per cent below the 1926 level, with values measured by actual cash 
transactions at least fifty per cent below, and with no assurance that 
they would not go lower, and with construction costs only fifteen per 
cent below the 1926 level, it clearly cost more to build than it did to 
buy comparable properties already built; and building dropped to micro- 
scopic volume. 

Only during the past year has the ratio of cost to value become more 
favorable. Rents and values have been increasing slightly while building 
costs have remained almost stationary. This has resulted in a slightly 
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larger volume of building. Further increases in rents and values, unless 


completely offset by additional increase in building costs, will increase 
construction volume still further this year. 


1935 averaged a little less than five new family accommodations 
per month per 10,000 urban families. 


This was twice the volume of 1933 and 1934, but it was only one- 
sixth of the normal volume, and one-thirteenth of the volume of 1925. 

If 1936 doubles the volume of 1935, it will not increase the number 
of urban homes now standing by as much as one per cent. The demand 
during the past few years, in spite of limited recovery, has increased by 
from five to ten per cent in different cities. It will increase still further 
this year. There is no chance that the construction industry, because of 
this cost and value relationship, can build enough family accommoda- 


tions during the next few years to prevent the housing shortage from 
becoming acute. 


8. If building costs rise, new building will find it more 
difficult to reach large proportions quickly. 


We believe that one other factor which will retard the starting of a 
real building boom is the probability of an upward trend in building 


costs. We are basing our belief of this probability on the following 
factors: 


(a) A general knowledge of costs in more than a hundred varieties of 
building material industries during the period of the NRA. I 
met with committees from industries representing all types of 
building materials. In conference after conference, the problems 
of each industry were discussed in an effort to arrive at an equi- 
table basis for a code. It is our opinion that in a period of increas- 
ing wages (wages are bound to rise as recovery progresses) costs 
will increase. If the building industry could undergo sudden 
revolutionary reorganization this might not be true but it is more 
difficult to bring rapid price economies into an industry which 
has developed gradually from prehistoric times than it is to show 
progress in an infant industry such as the automotive trade. 
After the automotive industry has passed through its adolescent 
period, further economies in production will come very slowly.” 
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(b) A shortage of skilled building tradesmen as soon as building in 
any great volume gets under way. During the past six or seven 
years rapidly increasing unemployment in the industry has pre- 
vented new apprentices from entering it and has encouraged 
those in it to leave whenever the opportunity arose. A sizable 
percentage of those who participated in the building boom of 
the twenties have died or are now too old to work. 


(c) The relationship, as shown on the chart below, between increases 
in building material prices and the general price level. 
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This chart reveals several pertinent facts about the fluctuations in 
price of building materials during the past 136 years. In the first place, 
it is clearly apparent that building material prices have gained steadily on 
the general price level. Of far greater importance during the next few 
years, however, is the fact that in the past an increase in the general price 
level has always been accompanied by an increase of at least as great a 
percentage in the cost of building materials, in spite of the fact that in 
almost every case where a rapid increase in building material prices was 
taking place no new building was under way. 

This would indicate that the fluctuations in the prices of building 


[ 28 ] 





Thirteen Forces Which Are Producing a Boom 





materials are caused to a greater extent by the fluctuations in the pur- 
chasing power of money than they are by the supply of and demand for 
building materials. 

If we are to assume that the general price level in the United States 
will return to the 1926 level by 1938 (an assumption we made in our 
reports in July, 1933), buzlding material prices will probably be eighty 
per cent above pre-war as against forty to fifty per cent for the average 
of general prices. | 

An increase in the cost of building from the standpoint of the pres- 
ent owners of real estate is highly desirable. Over a period of years real 
estate values are largely determined by replacement cost. By this we do 
not mean that any building at any time is worth what it would cost to 
replace, less an amount for depreciation. There are periods of a number 
of years at a time when this is not true. But when a building is not worth 
its replacement cost less a reasonable allowance for depreciation there 
will be very little building, for even new buildings will not be worth 
what they cost to build. 

This period, however, can never last long, as the inevitable cessa- 
tion of building will develop a shortage which will cause rents and values 
to advance until they equal or exceed replacement cost. Real estate 
values can never advance very far beyond replacement costs. If a build- 
ing is worth more than it costs to produce, so many persons will try to 
take advantage of the profit margin, that within a comparatively short 


time enough new space will be on the market to take the edge off the 
demand. 


9. The housing shortage will make rents rise rapidly. 


The levels of real estate rents are determined by the law of supply 
and demand in much the same fashion as are the values of all other 
commodities. An oversupply of apartment space will inevitably result in 
a drop in apartment rents just as an oversupply of wheat will make that 
commodity fall in price. A shortage of acceptable shopping space will 
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increase its rent; a shortage of suitable tenants will cause landlords to 
compete for tenants and rents will fall. It is inevitable that a drastic hous- 
ing shortage will make rents skyrocket to much higher levels than we 
have been accustomed to during the depression and possibly to higher 
levels than we experienced during the last boom. 


There is one difference, however, in real estate and other commodi- 
ties. It is fixed in location and cannot be taken to a favorable market. An 
oversupply of office space in one city cannot be sold in another where a 
shortage exists. For this reason real estate is more subject to local influ- 
ences than are other commodities. This should be kept in mind as it will 
vary the intensity of the boom in different communities. 


The coming boom will be national in scope, however, as it will 
come as the result of factors which are national in character. 


10. Lower vacancies and higher rents will cause values 
to rise. 


Real estate bought during the depression will start to pay an excel- 
lent return on the investment. As it is human nature to capitalize the 
present as a perpetuity, to expect that whatever is will continue, the 
public will be willing to pay a far higher price for real estate based on 
its increased earnings. As its earnings advance still further it will be 
sold and resold, each time at a higher price. Jt comes back into popular 
favor and before very long the public ts buying not on a basis of earn- 
ings but for resale at a profit. When that day arrives the boom is on. 


11. Foreclosures will be very low. 


As interest and principal payments can then be met out of income 
on many properties and because of the rising market others can be re- 
financed foreclosures will drop to the vanishing point. All distress prop- 
erty will be off the market. Properties will be sold only to those who are 
willing to make offers sufficiently attractive to induce complacent own- 
ers to sell. 
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12. Mortgage money will be plentiful. 


Mortgage money is always plentiful for investments which pay a 
high return with a high degree of safety. It will be unnecessary for gov- 
ernment agencies at that time to offer special inducements to capital. 
Mortgage lenders will compete with each other in interest rates and in 
the percentage they will lend. Overfinancing will again take place. One 
eminent psychologist who has specialized in animal psychology made 
the statement a short time ago that the chief difference he has found in 
human and animal reactions is that animals seem to learn by experience. 


13. The building boom. 


By this time values of existing buildings will have climbed until they 
equal or exceed the cost of replacing them. The profit this offers the 
speculative builder is so great that new building grows to boom propor- 
tions in a very short time. It is a peculiar fact that in the early phases of 
a building boom vacancy does not increase. The increased prosperity 
which a building boom generates with its tremendous consumption of 
many basic materials and its demand for factory and building labor, 
causes the demand for housing accommodations to increase faster than 
the supply can be increased. Only after the boom has continued for sev- 
eral years does an increase in vacancy become apparent. 


THIS BOOM IN REAL ESTATE IS INEVITABLE! 


The foregoing factors are the results of years of painstaking accu- 
mulations of fact, compiled, charted, and compared in an effort to explain 
and forecast the seemingly erratic movements of real estate. To me they 
indicate an impending boom. In the second portion of this study I have 
tried to explain the probable effects of the boom on various types of 
property. 
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What to Do About It 


1. If I now rent a house or apartment should I attempt 
to buy a home? 


In general, the answer to this question must be an emphatic YES. 

We know for certain that the general level of real estate prices is 
lower now than it will be again for many years, and possibly for several 
generations. 

We also can assert almost positively that prices are due for a per- 
pendicular rise. And that steeply increased rents indicate the advisability 
of purchasing one’s own home at the present time. 

On the other hand, you must recognize that the purchase of a home 
depends to an enormous extent upon personal characteristics and per- 
sonal likes and dislikes. It is easy to give general advice to the public, 
but enormously difficult to give specific advice to individuals. 

You must at the outset recognize these facts: 


(a) The ownership of a home to a person whose job 
may require a transfer to another city may be a decided 
handicap. 

(b) You may be by temperament not the home-owning 
type. 

(c) You may prefer the relatively carefree existence 


possible in an apartment to the responsibilities of a yard and 
a furnace. 


(d) You may live in a large city where the only homes 
available within your price range are too far removed 
from your place of employment to make their ownership 
practicable. 


(e) You may not have saved enough for the initial 
down payment. 


(f) Your income may be too uncertain for you to 
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undertake wisely the financial burden imposed by a heavy 
mortgage. 
(g) Remember that you may be able to make better use 


of your capital in your own business during the next few 
years. 


If, after considering your resources, your job, and your tempera- 
ment, you still believe you can wisely purchase a home, do so by all 
means. But follow these general principles: 


(a) Buy a house suited to the neighborhood in both style 
and quality. 
A house above the quality of its surroundings loses a portion of its 
value. If a choice must be made, a house slightly below the average of the 
neighborhood is better than one slightly above. 


(b) Buy in a developing neighborhood. 


A neighborhood which is not yet completely built up as a rule keeps 
its value longer than one in which no vacant lots remain. As soon as the 
last vacant lot is gone, all of the buildings in the community are getting 
older without the freshening effect of new construction. 


(c) Buy ina restricted neighborhood. 


Districts which are protected by proper zoning or deed restrictions 
keep their values much longer than those in which varied uses of prop- 
erty are permissible. Large homogeneous districts hold their value 
longer than smaller ones. 


(d) Buy a house with simple lines. 


Good architecture and design are essential. Avoid anything freak- 
ish or unusual. Good lines and pleasing proportions are always prefer- 
able to decoration. Many of the small homes with ornamental chimneys, 
entrances, and fancy windows, built during the last ten years, will appear 
in bad taste when the fad has run its course. | 


[33 ] 





What to Do About It 





(e) Do not pay down more than you can afford. 


Do not put all of your reserves into your down payment. Remember 
that taxes and certain upkeep expenses must be met. 


(f) Shall I pay all cash if I can? 


If you are really playing for the rise in the market, do not make too 
large a down payment. It is better to buy two houses, paying down 25 
per cent on each, than to buy one, making a 50 per cent down payment. 
This would not have been sound advice a few years ago when prices were 
high, with the probability of a drop, but it is extremely wise at the present 
time. 

Suppose, for instance, that you have the possibility of buying an 
attractive home for $10,000; and after careful investigation and com- 
parison with prices of other similar properties you find it is reasonably 
priced. If the value of this house rises to $12,500 five years from now, in 
spite of the fact that it will be five years older then, in addition to your 
occupancy, partially offset by upkeep and taxes, you will have gained 25 
per cent on your investment if you paid all cash. If, however, you paid in 
only $5,000 and allowed a mortgage to run on the remainder, your $5,000 
equity has now risen to $7,500 or a profit of 50 per cent on your actual 
investment. If your payment was only $2,500, your equity has risen to 
$5,000, or an increase of 100 per cent on your actual investment. 

I believe the average rise in values during the next five years will be 
much greater than the twenty-five per cent I have used in this illustration. 
If the rise should be fifty per cent, the relative profit to be made with 
different sized equities would be as follows: 


All cash 50 per cent increase in principal 
50 per cent cash 100 per cent increase in principal 
25 per cent cash 300 per cent increase in principal 


W hile these gains might look fantastic for average pieces of prop- 
erty, remember that in the last boom the increases were much greater 
than these. 
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(¢) How can I finance the purchase of a home? 


We would suggest that you consult any one of the following sources 
of mortgage loans. These are listed in alphabetical order as in different 
parts of the United States they vary in their importance in the financing 
of real estate: 


1. Building and Loan Associations 4. Mortgage Corporations 
2. Commercial Banks 5. Real Estate Companies 
3. Life Insurance Companies 6. Savings Banks 


Government agencies at the present time do not lend money on real 
estate except under very limited circumstances. The Home Owners 
Loan Corporation (HOLC) formerly made loans to distressed owners 
of properties. The Federal Housing Administration (FHA) does not 
finance real estate but insures the person who makes the loan against loss, 
provided the original loan meets with its requirements after a detailed in- 
spection and appraisal of the property. 

Loans are of two types: those which are made for a rather short term 
(generally three or five years) without any pay-off requirements during 
the period of the loan, and amortized loans which provide for regular 
pay-offs on the principal, either monthly, quarterly, semi-annually, or 
annually. The loans insured by the Federal Housing Administration 
are the amortized loan type. They are made for periods of ten, fifteen or 
twenty years, and monthly payments which include interest and principal 
are arranged in such a fashion that at the end of the loan period the 
property is owned free and clear. Insurance loans are generally of this 
amortized type, as are, for all practical purposes, building and loan as- 
sociation loans. The trend seems to be very definitely in the direction of 
the amortized or monthly pay-off loan. 

The Federal Housing Administration has issued an explanatory 
booklet on home financing called, “How To Have The Home You 
Want.” You can secure a copy of this at your local FHA office or by 
writing to the Federal Housing Administration at Washington, D. C. 
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2. If I now rent and decide I cannot buy what should I do? 


Secure the longest lease you can. If the landlord is wise he will not 
be willing to grant you a lease for an extended period at today’s rents. 
But he may not be wise. If you cannot secure a long term lease at to- 
day’s rent try a long term lease which provides graduated increases. 
Provide in your long term lease, if you can, for redecorating at some 
time in the future, for you will find that you are dealing with a landlord 
several years from now who is no longer docile as he was when your 
threat to move enabled you to get almost any amount of repairs or re- 
decorating. The landlord will have his innings now and only the most 
necessary expenses will be allowed. If you don’t like his attitude you can 
move—if you can find another suitable place to move to. 


3. Should I build a house at this time? 


We believe that building costs will be considerably higher as the 
boom gets under way and that there is very little chance of a downward 
trend for a long time to come. If you are not satisfied with buildings 
already built, which can still be bought cheaper than you can build, you 
can build with the assurance that your building can be sold later for 
more than it costs—if you build wisely and have selected your location 
with care. 

If you expect to sell at a profit in the boom, do not build into your 
house expensive peculiarities that none but you would appreciate. Do 
not build with the idea that you will be better satisfied with a home you 
build yourself. Most people cannot visualize a building from the plans. 
If you build your own home you will find as many things in it which 
you do not like as if you bought already built without the mental satis- 
faction of being able to blame someone else for the faults. 


4. If I now own a home 


(a) Shall I pay off the mortgage? 


I should not advise it if it can be renewed. In a period of rising 
values you can find places where your money can be invested to earn 
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more than the interest you would save. I think you will make greater ~ 
profits by buying a second house with a mortgage on it. Rent the second 
house until the height of the boom. 

W hen everyone is convinced that real estate ts the best of all possible 
investments sell it and pocket your profit. 


(b) Shall limprove my home? 


Yes, by all means, if you do not overdo it. It is very easy to spend 
more on modernizing than can be realized in increased value. If your 
home is in a neighborhood to which it is suited, take care of its upkeep. 
If your home is slightly below the level of the neighborhood you are 
justified in spending more than you otherwise would. If your money is 
wisely spent it will increase the value of your property by a sufficient 
amount to offset the modernizing expense. 


5. If I now own real estate which I consider practically 
valueless, what should I do? 


My advice would be to continue to hold it if it is not costing too 
much to carry. A few years from now you may find that the general 
public has swung back to the viewpoint that real estate is the best of all 
possible investments. When enough people reach this opinion they buy 
on market price and not on earning capacity. In every boom, the bad 
goes up with the good. This is true not only of real estate but of all types 
of investments. 

In periods of depression any stocks which are bought are purchased 
after careful analysis of the financial stability of the involved company, 
of its present earnings and its probable future. As stock and bond prices 
rise, however, the general public becomes less cautious and buys with an 
eye primarily on the ticker, buying not as an investment but for resale at 
a profit. 


During a depression real utility in any investment is the primary 
consideration. 


During a boom market price 1s of primary importance. 
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In the course of the coming boom in real estate slum properties in 
our larger cities, many of them worthless from an income standpoint 
over a period of years, will take on market values out of all proportion 
to any slight income they can be expected to return. 


6. If I rent a store what should I do? 


If you are satisfied that the location for your business will be as good 
or better in the future than it has been in the past, try to get a long term 
lease with a fixed rent. If you find that impossible, take a graduated 
lease, agreeing to pay more in the later period of the lease. 


7. If I own a store in a good location what should I do? 


Make percentage leases with your tenants—that is leases in which 
the tenants agree to pay in rent certain percentages of their gross 
receipts. These leases generally contain fixed minimum rent, regardless 
of volume which will protect you against poor merchandising on the 
part of inefficient tenants. A percentage lease will protect you as prices 
rise and will enable you to get a higher rent than you could possibly 
contract for now on a straight basis. 

Just as soon as we reach the top of the present upward movement, 
sell your store properties unless unusual circumstances lead you to 
believe that they will continue to increase in value in the face of a down- 
ward general trend. But even then it is probably wisest to sell as the 
purchaser will take into consideration, in the size of his offer, the 
probable future of the property. Futures are generally overestimated. 


8. If I own a store in a poor location what should I do? 


All properties will increase in the price for which they can be sold, 
regardless of whether their real value from the standpoint of earnings 
increases or not. That is a characteristic of boom psychology. The trend, 
however, will be toward a grouping of stores around nuclei in both the 
downtown and the logical subcenter districts. Scattered stores, or stores 
located along second-rate business streets away from these centers, will 
be rented with greater and greater difficulty. More efficient merchan- 
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dising either by chain or independent groups sells more goods per 
square foot of store space than was sold by the old hit-or-miss method. 
As we have more store space than we need now and as a great deal more 
will be built in logical locations, much of the poorly located property 
has very little real value. But if you own it now—wait four or five years 
before you sell, and you will get a higher price. 


9. If I own an apartment house what should I do? 


Hold it by all means. I think that on the average, well-selected 
apartments offer the most attractive investments for the long swing. This 
belief is based on the following reasoning: 


(a) Liquidation in apartments went further than it did in any other 
type of city property. High vacancy forced rent reductions 
much more drastic than those for other types of residential quar- 
ters. If allowances are made for the fact that apartment rents 
now include electrical refrigeration, not available before the 
war, it is quite apparent that the net rental in many cities is be- 
low the pre-war level. This is not true of other residential rents. 


(b) Apartment units are occupied principally by small families. 
This has been shown by all surveys and by the detailed reports 
of the 1930 Federal Census. More two-person families live in 
apartments than in any other type of dwelling. After a pro- 
longed period with the marriage rate subnormal the number of 
two-person families is reduced. As the marriage rate takes its 
compensating swing, two-person families will increase quite 
rapidly. A large percentage of these new two-person families 
will naturally gravitate to apartments where they can start 
housekeeping with a minimum of expenditure for furniture and 
equipment. This happened at the beginning of the last boom, 
and we see no reason why it should not happen again. 


(c) When unemployment decreases and doubled-up families un- 
double, we believe that a larger percentage of these families will 
go into apartments than into other types of dwellings. Doubling 
up of families is deceptive in its relative effect on apartments 
and free-standing dwellings. All surveys which have covered ex- 
tra families during the depression have shown that practically 
all of these families are in single family dwellings. Apartments 
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show relatively few. Because of unemployment or reduced earn- 
ings, many younger couples have been forced to give up house- 
keeping and have “gone to live with the folks.” The “folks,” be- 
ing of an older generation which in most cities antedated the 
apartment, live generally in single-family dwellings of some 
type. Those who do live in apartments find the limitations of 
space such that, if it becomes necessary to take in the married 
children, they must move to larger quarters, probably not of the 
apartment type. This is one of the reasons why apartment vacan- 
cies are always higher during depressions in relation to vacan- 
cies in other types of dwellings. 


(d) New building always starts with single family dwellings and 


duplexes. Multi-family dwellings are built in quantity only to- 
ward the latter part of a building boom. 


10. If I own land close to a large city what should I do? 


Hold on to it for the present. Land suitable for subdividing will 
reach its maximum value when building activity is at its peak. This is 
still some years in the future. If you do not own land of that type at 
the present, however, take the following facts into consideration before 


you buy. 
(a) 


(b) 


Vacant land suitable for residential building rarely increases in 
value over a period of years fast enough to offset interest and 
taxes. 


During the past ten years many hard-road networks have been 
built out from every large city. Each mile of new road has made 
hundreds of acres of land, formerly inaccessible, available for 
development. Cities, with few exceptions, cannot be expected to 
grow fast enough to absorb any great proportion of this avail- 
able land within a period short enough to create a demand equal 
to the supply. 


11. If I own farm lands what should I do? 


I would continue to hold them for the next few years. We have not 
yet reached the peak of the farm cycle. While I believe that over a period 
of years farm lands do not offer as attractive an investment as city prop- 
erties (see pages 15-20) they will continue to increase in value in most 
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states. In some states where soil erosion has become excessive recovery 
in price will be much retarded in relation to those states in which large 
returns can be expected from rich soils. Even in those states, however, 
we believe that higher prices will prevail for most properties several 
years hence. 


12. If I hold a mortgage what should I do? 


If you are interested primarily in getting back your principal intact 
with interest, mortgages made with any degree of intelligence today 
are safer than they have been any time in the past 15 years. We would 
consider them among the safest of all investments. Jf ] owned mortgages 
today, however, 1 would sell them or trade them for slim equities in small 
single-family homes or duplexes. This advice would be very bad in any 
period in which the long term trend was not certain to be up. Small 
properties are recommended as they are easier to sell in the boom. Thzs 
policy should result in not only getting back the principal invested with 
interest but also in the return of an additional amount which would 
more than offset the loss of purchasing power of the dollar which al- 
ways occurs in a boom period. 

The wise investor is as much concerned with the purchasing power 
of his capital at the expiration of the mortgage as he is in the rate of 
interest. This can be safeguarded better through the ownership of an 
equity than it can through the ownership of a mortgage. 


13. If I hold real estate bonds what should I do? 


The average price of real estate bonds will increase markedly dur- 
ing the next few years. This will be due to decreased vacancy and higher 
rents, with the consequent higher earnings. 

This does not necessarily mean, however, that any real estate bond 
is a good buy. Remember that each piece of real estate is unique and 
different from every other piece. Some pieces have natural advantages 
of location in relation to shifting shopping and population areas. For 
others, adverse shifts may lower values. 
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Secure competent, specific advice on any tissue you are thinking of 
selling or buying. 

On the average, hotel building bonds have declined further than 
bonds on office buildings. Apartment building bonds in their decline are 
found midway between hotel and office building bonds. Well-selected 
bonds on well-located and well-managed apartments should show con- 
siderable advance in price for the same reasons that the values of apart- 
ments will increase (see page 40). Good hotels are again finding a 
demand for their rooms, and will later find it possible to increase their 
rates. Many of the hotel building issues which went as low as 15 or 20 
will again sell at par. 

The value of the bonds of any specific office building will show 
marked increases if the building is well located, well managed, not too 
obsolete, and not overfinanced. Do not judge overfinancing, however, 
by the present depression standards. Almost any sized bond issue of the 
past boom is apt to look excessive if compared with depression earnings. 

Personally, I would rather take my chances in buying equities in 
real estate at the present position in the cycle, than I would in buying 
bonds or mortgages, because of the possibility of a greater amount of 
inflation than now seems probable. Inflation will insure the payment of 
many doubtful issues at par, but the purchasing power of the amount 


received may be less than the purchasing power of the present cost of the 
bonds or mortgages. 


14. If 1 am afraid of inflation should I buy real estate? 


I believe that the ownership of real estate is one of the best possible 
safeguards against the loss of purchasing power of invested capital dur- 
ing periods of inflation, provided the inflation stays within reasonable 
limits. As money decreases in value and living costs rise, rents will also 
rise; and as rents rise, property values will increase. In a period of four 
or five years rents and values on the average property should rise by a 
percentage sufficient to offset the amount of inflation, provided that: 


(A) The property is not under long-term lease with 
a fixed rental; 
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(B) Rent control legislation does not limit the in- 
crease in rents. 

In a period like the present make only short term leases or percent- 
age leases on any property you own. As far as possible in any fixed sum 
lease for a period of two years or more, avoid agreeing to furnish light, 
heat, personal service, or any other item whose cost might increase ma- 
terially during the period of the lease. Have the tenant pay the taxes, as 
taxes will increase materially if inflation gets out of hand. 

In leases for less than two years this policy is still wise but not quite 
so essential as even “wild” inflation always starts gradually, taking a 
number of years to gain the momentum which later takes it to fantastic 
heights. The coke bill for the Home for the Aged in Frankfurt am 
Main went to ten quadrillion, two hundred forty-six trillion, four hun- 
dred thirty-four billion, three hundred sixty-one million, two hundred 


thirty-one thousand, three hundred ninety-six marks for the winter of 
1923-24. 


It is not necessary that operating expenses in the United States go to 
such stratospheric levels. A mere doubling of the operating costs of an 
American investment property may be sufficient to destroy the equity if 
the income is fixed for a period of years. On a percentage lease basis, 
the rent will advance with the inflation automatically taking care of in- 
creased operating costs. If inflation should run “wild,” as it did in cer- 
tain European countries, all investments will shrink in value, but if 
European experiences furnish any criteria of what happen here, real 
estate will lose a smaller percentage of its value than other types of 
investments. 

If inflation becomes extreme, I am of the opinion that there will be 
many efforts on the part of governments, municipal, state, and national, 
to curb radical rent increases through various types of rent control 
legislation. This has generally taken the form of preventing the eviction 
of a tenant after the expiration of a lease if he continues to pay the 
amount of rent stipulated in the old lease. 

Rent control is unsound in principle and defeats the very purpose 
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for which it is designed. Rents, high in relation to other commodities, 
are an indication that the demand for housing exceeds the supply. Our 
studies of the past have shown conclusively that the supply will not be 
augmented until rents and values have reached the point where new 
construction at current cost levels seems justified by the income which 
can reasonably be expected. High rents provide such a strong incentive 
for new building that the supply of housing units is soon increased, 
making it impossible for the landlord to profiteer for any extended 
period. 

I am inclined to think that farm lands might be a better hedge 
against wild inflation than city properties, and that acreage suitable for 
future development close to a large city might be the best of all. For the 
type of inflation which we will probably have, however, we believe that 
the best investments will be small single-family residences and duplexes 
and large apartments of small units. Residences and duplexes are good 
because they can be sold very easily in periods of inflation, making it 
possible to own during the period of increasing value and to switch to 
other types of investments when the maximum profit has been made. 
Large apartments of small units are satisfactory as they will probably 
show the largest percentage of increased value. 


15. If I buy real estate now how long should I hold it? 


There are no safe permanent investments. The wise investor shifts 
his funds from one investment to another, striving each time to buy those 
things which, because of basic trends or local conditions, are probably 
undervalued. In certain periods this policy might indicate the purchase 
of certain types of bonds. In others, stocks. At present, real estate. 

By the time that the general public is convinced that real estate is 
the best of all investments it will be the time to sell, transferring your 
augmented capital to some other type of investment, sound in its basic 
position but out of favor at the time with the general public. It will re- 
quire just as much nerve to sell then as it does to buy now. By that time 
real estate will have established an enviable record. Your earning state- 
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ments, if you bought correctly, will furnish the proof of your shrewd- 
ness and furnish you a percentage return on your investment few other 
purchases could offer. 

Do not lose your perspective at that time. Sell your real estate in- 
vestments at their new capitalized value, pocket your profit and look for 
investments in other lines. Remember that there is no great advantage in 
riding up on a real estate boom if you don’t get off near the top. The cost 
of a round trip on the economic cycle is too high. | 


16. How will high real estate taxes affect profits in the 
next boom? 


Every period of depression has caused rents and values of real estate 
to drop without a comparable reduction in taxes. This was quite pro- 
nounced in the depression of the seventies, and it has been equally pro- 
nounced in the present depression. We have charted the percentage of 
gross income from residential properties paid in taxes from 1862 to the 
present—and find that during the last boom the average owner was paying 
from 8 to 10 per cent of his gross rental schedule in taxes. At the bottom 
of the depression he was probably paying from 18 to 20 per cent. This 
increase was due primarily, not to an increase in taxes but to a sharp 
decrease in earnings. The same has been true of other types of prop- 
erties. A recent survey in New York City showed that on office, apart- 
ment, and loft buildings 29 per cent of the gross income goes for taxes. 

We are of the opinion that in the relatively near future rents and 
values will rise faster than taxes, and we believe that within five or six 
years the average smaller property will again be paying less than 10 per 
cent of its gross schedule in taxes. It might be pointed out here that the 
outlook is for higher tax rates on income and sales. We believe that the 
citizen of the future is going to be forced to shoulder a heavier tax load, 
but we believe that this load will not be levied primarily on real estate. 


17. Should I consider real estate selling as a vocation? 


There is no question of the fact that some real estate salesmen will 
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make large incomes during the next ten years. In the last real estate 
boom some men with no previous training within two or three years 
pushed their earnings past $1000 a month. Most of these men now have 
real estate organizations of their own. Of course, these were the excep- 
tions, but even those salesmen who showed little aptitude for reai estate 
made more in the great majority of cases than they could have made in 
most other lines. Against this profit possibility there are the following 
disadvantages in selling real estate as a vocation: 


(a) Practically all real estate salesmen work on a straight commission basis, 
and generally pay their own expenses. During the first few months a sale is un- 
likely, since the salesman will not yet know the field or his prospects. 


(b) The successful salesman generally concludes most of his deals in the eve- 


nings or on week-ends. The hours he must keep are not conducive to a normal 
family life. 


(c) The salesman must possess patience and must be an untiring worker. Of 
the hundreds who answer his advertisements, most are not prospects at all and 
he must expect to contact innumerable persons and become familiar with the 
details of hundreds of properties before his sales volume will rise materially. 
To the hard-working salesman, however, with an aptitude for this work, real 
estate will again yield big returns. 


18. How to make large profits from real estate. 

During the last sixty years there have been but four relatively short 
periods in which average improved real estate in typical communities 
could be purchased for phenomenal profit. Each of these periods was 
the result of practically the same causes occurring in practically the 
same sequence. We are still in the fourth of these periods. 

The chart on pages 24 and 25 shows these periods with the sequence of 
events which preceded the buying and selling periods in each case. The 
narrow ribbon at the bottom of the chart shows the unusual buying pe- 
riods by the black areas. 

Notice how the same factors reappear in each period in the same 
order. Low real estate activity and high foreclosures have always ac- 
companied buying periods in the past. Common sense alone would tell 
us that the less activity in buying and selling real estate and the more 
foreclosures, the greater the congestion of distress properties on an unin- 


terested market and the greater the bargains obtainable by a person in a 
position to buy. 
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What to Do About It 





The time to sell real estate is when real estate activity is high and 
foreclosures low, meaning that there is a great demand for desirable 
properties with no distress bargains available, naturally resulting in high 
prices for those offered for sale. We see no reason why the present 
period should prove an exception in the reactions which have always 
resulted in the past from identical causes. 


Since the buying opportunities depend primarily on the foreclosure 
and sales rates, the present is clearly the best of the four buying periods 
shown on this chart, as foreclosures have gone higher and sales lower 
than they have at any time since the Civil War. The difficulty is, how- 
ever, that we have become so accustomed to distress prices of real estate 
that, unless a property is priced below the distress level, we do not con- 
sider it a bargain. 


This present buying period will not last much longer. Foreclosures 
in most communities have already dropped considerably from the peak. 
Each month is seeing a further reduction. Sales passed the bottom in the 
spring of 1933. They have now advanced by almost fifty per cent from 
that low. If you ever expect to invest in real estate or to build a home, 
don’t wait until the great majority are doing it—sometime in the early 
forties. That will be the time to sell. 

Therefore—Buy or build now if you are looking for the greatest 
profit. 
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A Final Word 





A FINAL WORD: 
Some Homely “Do's” and “Don’t’s’’ 


® Don’t lose your perspective. Remember that real estate cycles are 
long and that changes take place slowly. A person must have patience 
to make money in real estate. 


® Don’t be swayed by popular opinion. Remember that the general 
public has almost always been wrong. 


@® When the general clamor is to sell—buy, for the mass pessimism 
is certain to have forced selling prices below real worth. 


@ When the boom has reached it height and the general public be- 
lieves that real estate is the best of all investments—sel!l, for the mass 
optimism is certain to have forced prices above real worth. 


® Remember that cause and effect still follow each other and that there 
is no way in which their sequence can be broken. 


® As prosperity returns, vacancies will decrease. 

@ As vacancies drop, rents will rise. 

@ As rents rise, values will go up. 

® As values go up, it will again be profitable to build. 


® As building gets under way, prosperity increases, further increas- 
ing the demand for homes, for offices, stores, and factories. A large part 
of every boom is generated by the boom itself. 


@ Thus runs the cycle which enriches those who ride its crest and 
impoverishes those who run counter to its inevitable trends. 


[ 48 J 





ine 








ae 





A REPRESENTATIVE SELECTION OF 
SIMON AND SCHUSTER PUBLICATIONS 


CRUCIBLES and OUTPOSTS OF 
SCIENCE by BERNARD JAFFE 
TWELVE AGAINST THE GODS 
by WILLIAM BOLITHO 
MEN OF ART and MODERN ART 
by THOMAS CRAVEN 
THE LIFE OF OUR LORD 
by CHARLES DICKENS 
THE ART OF THINKING 
by ABBE ERNEST DIMNET 


THE STORY pons PHILOSOPHY 


THE STORY OF CIVILIZATION 
by WILL DURANT 


THE DIARY OF OUR OWN 
SAMUEL PEPYS 
by FRANKLIN P. ADAMS (F.P.A.) 


I WRITE AS I PLEASE 
by WALTER DURANTY 


NIJINSKY by ROMOLA NIJINSKY 


DIAGHILEFF 
by ARNOLD HASKELL and 
WALTER NOUVEL 


NOW IN NOVEMBER 
by JOSEPHINE JOHNSON 


WOLF SOLENT 
and OTHER NOVELS 
by JOHN COWPER POWYS 


A PHILOSOPHY OF SOLITUDE 
and THE ART OF HAPPINESS 
by JOHN COWPER POWYS 


BAMBI, A LIFE IN THE WOODS 
by FELIX SALTEN 


THE ADVENTURE OF SCIENCE 
by BENJAMIN GINZBURG 


THE GREAT ASTRONOMERS 
by HENRY SMITH WILLIAMS 


JAMES TRUSLOW ADAMS, et al 


THE HISTORY 
OF THE RUSSIAN REVOLUTION 
by LEON TROTSKY 


TREASURY OF ‘THE THEATRE 
edited by BURNS and 
JOHN GASSNER 


GOD’S ANGRY MAN 
by LEONARD EHRLICH 


A SHORT INTRODUCTION TO 
THE HISTORY OF HUMAN 
STUPIDITY 
by WALTER B. PITKIN 


THE FIRST WORLD WAR 
edited by LAURENCE STALLINGS 


THE NOVELS OF 
THEODORE DREISER 
EYES ON THE WORLD 

A Photographic Record of History in 
the Making, edited by 


LITTLE MAN, WHAT NOW? 
and other novels by HANS FALLADA 


THE UNPOSSESSED and 
TIME: THE PRESENT 
by TESS SLESINGER 


THE NEW DEALERS and 
OUR LORDS AND MASTERS 
by THE UNOFFICIAL OBSERVER 


BELIEVE IT OR NOT 
by ROBERT L. RIPLEY 


FRAULEIN ELSE and other works of 
ARTHUR SCHNITZLER 


MEMORIAL EDITION OF THE 
BEETHOVEN SONATAS edited by 
ARTUR SCHNABEL 
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bhe 1936 Book 


Small Houses 








—AN AUTHORATIVE GUIDE FOR 
PROSPECTIVE HOME BUILDERS 


This new book, prepared by the Editors of THE ARCHITECTURAL FoRUM; contains 

plans, photographs, specifications, interiors and actual costs of 115' houses, 

ranging in price from $982 to $20,000. It contains authoritative and practical 

advice on how to select and cooperate with your architect to plan, design, build 

and finance the new home and is a constant source of reference to the home 
builder throughout the entire course of his building program. 


A FEW OF THE VALUABLE USES OF THE BOOK: 


BEFORE PURCHASING THE LOT 


A check list of questions which may 
save the prospective home builder time 


and money. 
CHOOSING THE STYLE OF 
ARCHITECTURE 


A review of the hundreds of photo- 
graphs will save days and weeks spent 
in touring the countryside comparing 
styles. 


WHEN PLANNING THE FLOOR 
LAYOUT 


A basis is given for selecting, from the 


floor plans shown, the ideal layout to - 


suit the reader’s requirements. 


SPECIFICATIONS 
Complete tables supplying the prices 


and details of materials used in each 
of the houses. 


INTERIOR DETAIL 


Photographs and charts reduce the 
problems of walls, floors, etc., to an 
orderly plan for intelligent selection. 


INTERIOR DECORATION 
To help the reader gauge his likes and 
dislikes in interior tions, as well 
as to give himn scores of new ideas, hun- 
dreds of splendidly reproduced photo- 
graphs are av 
LANDSCAPING 

The selection and of shrubs, 


plants and trees may be ed more 
effectively through ceuuion the pho- 


tographic arrangements in the book. 


256 Pages. Over 500 Illustrations. 
Price: $1.98. Available June Ist at alli 
book-stores or direct from the publishers. 





SIMON AND SCHUSTER - 


PUBLISHERS 


386 FOURTH AVENUE, NEW YORK CITY 














